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INDEPENDENT AUDITORS REPORT

To the Board of Directors and Stockholder of

Santander Investment Securities Inc

New York New York

We have audited the accompanying statement of financial condition of Santander Investment Securities

Inc the Company as of December 31 2011 that you are filing pursuant to Rule 7a-5 under the

Securities Exchange Act of 1934 and Regulation 1.16 under the commodity Exchange Act This financial

statement is the responsibility of the Companys management Our responsibility is to express an opinion

on this financial statement based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of

America Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the financial statement is free of material misstatement An audit includes consideration of

internal control over financial reporting as basis for designing audit procedures that are appropriate in

the circumstances but not for the purpose of expressing an opinion on the effectiveness of the Companys
internal control over financial reporting Accordingly we express no such opinion An audit also includes

examining on test basis evidence supporting the amounts and disclosures in the financial statement

assessing the accounting principles used and significant estimates made by management as well as

evaluating the overall financial statement presentation We believe that our audit provides reasonable

basis for our opinion

In our opinion such statement of financial condition
presents fairly in all material respects the financial

position of the Company at December 31 2011 in conformity with accounting principles generally

accepted in the United States of America

12-t

February 28 2012

Member of

Deloitte Touche Tohmatsu Limited



SANTANDER INVESTMENT SECURITIES INC

STATEMENT OF FINANCIAL CONDITION

AS OF DECEMBER 31 2011

ASSETS

Cash 293858156

Cash segregated under Federal and other regulations 175431452

Deposits with clearing organizations 383927789

Receivables from broker-dealers financial institutions and clearing organizations 35260365

Receivables from customers 13135098

Securities owned at fair value 5087071

Receivables from affiliates 483539

Prepaid expenses 3975646

Deferred income taxes 11000000

Income taxes receivable 1913545

Memberships in exchange at cost fair value $382179 389886

Other assets 14758040

TOTAL ASSETS 939220587

LIABILITIES AND STOCKHOLDERS EQUITY

LIABILITIES

Securities sold but not yet purchased at fair value 4084810

Payables to broker-dealers financial institutions and clearing organizations 10151167

Payables to customers 747396023

Bonus accrual and other payables to employees 30786187

Accrued expenses and other liabilities 5086738

Total Liabilities 797504925

STOCKHOLDER EQUITY
Common stock $0.01 par value 1000 shares authorized issued and outstanding 10

Additional paid-in capital 289999990

Accumulated deficit 148284338

Total Stockholders Equity 141715662

TOTAL LIABILITIES AND STOCKHOLDERS EQUITY 939220587

See notes to the statement of financial condition
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SANTANDER INVESTMENT SECURITIES INC

NOTES TO STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31 2011

ORGANIZATION AND NATURE OF BUSINESS

Santander Investment Securities Inc the Company Delaware corporation is wholly owned by
Santander Investment S.A the Parent which in turn is wholly owned by Banco Santander S.A
Spanish banking corporation the Ultimate Parent The Company is registered broker-dealer with

the Securities and Exchange Commission SECand is member of the Financial Industry Regulatory

Authority Inc FINRA The Company is registered as Futures Commission Merchant FCM
with the Commodity Futures Trading Commission CFTC is member of the National Futures

Association NFA and is registered investment adviser under Section 203c of the Investment

Advisers Act of 1940

The Company is clearing member of Chicago Mercantile Exchange Inc CME Chicago Board of

Trade Inc CBOT New York Mercantile Exchange Inc NYMEX Commodity Exchange Inc

COMEX and IntercontinentalExchange ICEThe Company clears and executes futures and

options transactions for customer the Ultimate Parent in the various futures and commodities

exchanges on an omnibus basis

The Companys business activities include investment banking institutional sales trading and offering

research reports of Latin American and European equity and fixed income securities The Company
clears its U.S securities transactions through third-party broker-dealer on an omnibus basis

International securities transactions are cleared through affiliates and other third parties

SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation The Companys statement of financial condition is presented in accordance

with accounting principles generally accepted in the United States of America

Use of Estimates In preparing the statement of fmancial condition management makes estimates and

assumptions that may affect the reported amounts and disclosures in the statement of financial condition

and accompanying notes Such estimates include assumptions used in determining the fair value of

fmancial instruments certain amounts allocated among affiliates income taxes and bonus accruals

Actual results could differ materially from these estimates

Cash The Company defmes cash and cash equivalents to be highly liquid investments with original

maturities of 90 days or less Cash accounts are held at two major money center banks

Securities Owned and Securities Sold But Not Yet Purchased Securities transactions and the

related revenues and expenses are recorded on trade-date basis Securities owned or securities sold but

not yet purchased are stated at fair value

Receivables from and Payables to Broker-Dealers Financial Institutions and Clearing

Organizations Receivables from and payables to broker-dealers fmancial institutions and clearing

organizations primarily represent Delivery versus Payment and Receipt versus Payment DVP/RVP
trades past settlement date In addition it includes trade-date versus settlement-date accruals related to

the Companys proprietary trading accounts and the net commissions earned on trades settling after

year-end for these accounts and the futures related activities
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Receivables from and Payables to Customers Customer securities transactions are recorded on

settlement-date basis Receivables from and payables to customers include amounts due on cash and

DVP/RVP securities transactions and cash deposits received from futures customers to cover margin

calls from commodity exchanges and net unrealized gains and losses not yet remitted Securities owned

by customers including those that collateralize margin or other similar transactions are not reflected in

the statement of financial condition

Securities Borrowed and Securities Loaned Transactions Securities borrowed and securities

loaned transactions are generally reported as collateralized fmancings except where letters of credit or

other securities are used as collateral Securities borrowed are included in receivables from

broker-dealers fmancial institutions and clearing organizations at contract value in the statement of

fmancial condition Securities borrowed transactions require the Company to deposit cash with the

lender With respect to securities loaned the Company receives collateral in the form of cash in an

amount generally in excess of the market value of securities loaned The Company monitors the market

value of securities borrowed and loaned on daily basis with additional collateral obtained or refunded

as necessary As of December 31 2011 the Company received securities with market value of

$9147047 related to its securities borrowed transactions to satisfy delivery requirements As of

December 31 2011 the Company had no securities loaned transactions There were no securities

pledged as of December 31 2011

Deposits with Clearing Organizations Deposits with clearing organizations include cash and U.S

Treasury securities at fair value deposited as margin as required by the CME and ICE related to the

Companys futures business

Membership in Exchange Membership in exchange consists of shares of ICE purchased as

ownership and seat on that exchange The shares and the seat are reflected at cost in the statement of

financial condition and assessed periodically for potential impairment in accordance with Accounting

Standards Codification ASC 360 Property Plant and Equipment There were no membership

impairments in 2011

Foreign Currency Translation Assets and liabilities denominated in foreign currencies are

translated at closing rates of exchange on December 31 2011

Income Taxes The Company accounts for income taxes in accordance with the provisions of

Financial Accounting Standards Board FASB ASC 740 Income Taxes ASC 740 which requires

that an asset and liability approach be applied in accounting for income taxes and that deferred tax

assets and liabilities be reflected for temporary differences using tax rates expected to be in effect when

such differences reverse

Deferred tax assets or liabilities are recognized for the estimated future tax effects attributable to

temporary differences and carryforwards temporary difference is the difference between the tax basis

of an asset or liability and its reported amount in the statement of fmancial condition Deferred tax assets

and liabilities are determined at currently enacted income tax rates applicable to the period in which the

deferred tax assets and liabilities are expected to be realized or settled As changes in tax laws or rates

are enacted deferred tax assets and liabilities are adjusted through the provision for income taxes
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New Accounting Pronouncements In May 2011 the FASB issued new guidance regarding fair

value measurements ASU 2011-04 Fair Value Measurement Topic 820 Amendments to Achieve

Common Fair Value Measurement and Disclosure Requirements in US GAAP and IFRS effective for

the first annual period beginning after December 15 2011 The guidance should be applied

prospectively The amendments in this ASU are intended to establish common requirements for

measuring fair value and for disclosing information about fair value measurements in accordance with

GAAP and IFRS The amendments prohibit the use of blockage factors at all levels of the fair value

hierarchy and provide guidance on measuring financial instruments that are managed on net portfolio

basis Additional disclosure requirements include transfers between Levels and and for Level fair

value measurements description of our valuation processes and additional information about

unobservable inputs impacting Level measurements The Company does not expect the adoption of

this new guidance to have material impact on its fmancial statements

In December 2011 the FASB issued new guidance regarding balance sheet offsetting disclosures

ASU 2011-11 Balance Sheet Topic 210 Disclosures about Offsetting Assets and Liabilities

effective for annual reporting periods beginning on or after January 2013 and interim periods within

those annual periods The guidance should be applied retrospectively for all comparative periods

presented The amendments in ASU 2011-11 require an entity to disclose information about offsetting

and related arrangements to enable users of its fmancial statements to understand the effects of those

arrangements on its fmancial position Entities are required to disclose both gross information and net

information about both instruments and transactions eligible for offset in the statement of fmancial

position and instruments and transactions subject to an agreement similar to master netting

arrangement The objective of ASU 2011-11 is to facilitate comparison between those entities that

prepare their financial statements on the basis of generally accepted accounting principles and those

entities that prepare their fmancial statements on the basis of IFRS The Company is currently evaluating

the impact of this guidance on its financial statements and related disclosures

RECEIVABLES FROM AND PAYABLES TO BROKER-DEALERS FINANCIAL
INSTITUTIONS AND CLEARING ORGANIZATIONS

Receivables from broker-dealers financial institutions and clearing organizations include amounts

receivables for securities not delivered by the Company to the purchaser by settlement date proprietary

and customer cash and DVP/RVP transactions cleared through U.S broker-dealer on an omnibus basis

or through non-U.S affiliates and U.S futures transactions

Payables to broker-dealers financial institutions and clearing organizations primarily include amounts

payables for securities not received by the Company from seller by settlement date and balances

related to U.S futures transactions

Amounts receivables from and payables to broker-dealers fmancial institutions and clearing

organizations at December 31 2011 consist of the following

Receivables Payables

Deposits for securities borrowed 9329053
Securities failed-to-deliver/receive 3854102 6614270

Receivables fromlpayables to clearing brokers and

clearing organizations 20371479 3536897
Trade date accrual 1705731

$35260365 $10151167
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FAIR VALUE MEASUREMENTS

The Company applies the provision of ASC 820 Fair Value Measurements and Disclosures which
establishes fair value hierarchy that gives the highest priority to quoted prices in active markets for

identical assets or liabilities Level and the lowest priority to unobservable inputs Level If the

inputs used to measure the financial instruments fall within different levels of the hierarchy the

categorization is based on the lowest level input that is significant to the fair value measurement of the

instrument

Financial assets and liabilities recorded on the statement of fmancial condition are categorized based on
the inputs to the valuation techniques as follows

Level Financial assets and liabilities whose values are based on unadjusted quoted prices for

identical assets or liabilities in an active market that the Company has the ability to access examples
include active exchange-traded equity securities most U.S Government and agency securities and

certain other sovereign government obligations

Level Financial assets and liabilities whose values are based on quoted prices in markets that are

not active or model inputs that are observable either
directly or indirectly for substantially the full term

of the asset or liability Level inputs include the following

Quoted prices for similar assets or liabilities in active markets restricted stocks and

Quoted prices for identical or similar assets or liabilities in non-active markets examples include

corporate and municipal bonds and Latin American equities which trade infrequently

Level Financial assets and liabilities whose values are based on prices or valuation techniques that

require inputs that are both unobservable and significant to the overall fair value measurement These

inputs reflect managements own assumptions about the assumptions market participant would use in

pricing the asset or liability

review of fair value hierarchy classifications and transfer between levels is conducted on periodic

basis During the year ended December 31 2011 no transfers between levels occurred
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The Companys assets and liabilities that are measured at fair value on recurring basis as of

December 31 2011 consisted of the following

Fair Value Measurements

at December 31 2011

Level Level Level Total

Assets

Securities owned

Equities and American Depository Receipts 5087071 5087071

Deposits with clearing organizations

U.S Treasuries 349993000 349993000

Other assets

Money market funds 756306 756306

Mutual funds 2333274 2333274

Total $358169651 $358169651

Liabilities

Securities sold but not yet purchased

Equities and American Depository Receipts 4084810 4084810

Equities and American Depository Receipts and U.S Treasuries are valued at quoted market prices

Shares of money market and mutual funds are valued at quoted market prices which represents their net

asset value at year end

RELATED-PARTY TRANSACTIONS

The Company has significant related-party transactions and balances with affiliates The Company

executes clears and custodies certain of its securities transactions through various affiliates in Latin

America and Europe Some of these transactions are denominated in foreign currencies As of

December 31 2011 the related-party balances were

Assets

Receivables from broker-dealers financial institutions and clearing

organizations 10964300

Receivables from customers 105625

Receivables from affiliates 483539

Other assets 4197851

Liabilities

Payables to broker-dealers financial institutions and clearing organizations 6614531

Payables to customers Ultimate Parent 740397368

Accrued expenses and other liabilities 491674

Subordinated Loan Agreements The Company has entered into Revolving Subordinated Loan

agreement Revolver with its Ultimate Parent effective June 2010 not to exceed $250 million in

aggregate with maturity date of June 2014 Any amounts advanced in accordance with this

agreement will be considered net capital on the date drawn down Such amount shall not be considered

as equity in the calculation of the Companys Debt/Equity ratio During the year the Company

borrowed under the Revolver several times in the sum of $550000000 and subsequently repaid the

entire amount
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Additionally during the year the Company borrowed under temporary subordination agreement

several times in the sum of $800000000 frOm its Ultimate Parent which.were subsequently repaid in

full The Revolver and the temporary subordination agreement were approved by F1NRA in accordance

with Appendix of SEC Rule 5c3- At December 31 2011 there were no advances outstanding

under the Revolver or the temporaly subordination agreement

Membership in Exchange The Ultimate Parent was approved as CME Rule 106.1 Affiliated

Member Firm and owns the membership under this rule The Company is clearing member of the

CME at no cost since the membership is owned by the Ultimate Parent and the business is performed

exclusively for its benefit

OTHER ASSETS

At December 31 2011 other assets primarily consisted of $11211263 fee income receivables resulting

from capital
market activities and $3089580 investment of voluntary deferred compensation

INCOME TAXES

As of December 31 2011 the Companys gross
deferred tax asset is approximately $55 million which

is principally related to accrued expenses and federal and state net operating losses of approximately

$125 million and $71 million respectively computed at tax rate of 35% for federal and 8.63% for

New York State As of December 31 2011 the Company has valuation allowance of $44 million The

change in the deferred tax asset and valuation allowance in 2011 amounted to decrease of

approximately $1.2 million primarily due to federal net operating loss being utilized in 2011 Tn 2011

the statement of financial condition reflects tax benefit for $11 millionof the deferred tax assets since

in the opinion of management it is more likely than not that the Company will recognize the deferred

tax asset based upon its projected taxable income The federal net operating loss carryover will begin

expiring after December 31 2019 The statute of limitations for 2008 through 2011 is open for federal

New York State and New York City purposes

No material uncertain tax positions existed during 2011 and at December 31 2011

NET CAPITAL REQUIREMENTS

The company is subject to the Uniform Net Capital Rule Rule 5c3- the Rule of the Securities

Exchange Act of 1934 The Company cØmputes its minimumnet capital requirement pursuant to the

alternative method of the Rule which requires net capital of not less than the greater of 2% of aggregate

debit items arising from customer transactions as defined or $1000000

As an FCM the Company is subject to the Minimum Financial Requirements Rule pursuant to

Regulation 1.17 under the Commodity Exchange Act which states that the minimumnet capital

requirement is to be calculated as the greater of $1000000 or 8% of the domestic and foreign domiciled

customer risk maintenance margin/performance bond requirements for all domestic and foreign futures

and options on futures contracts excluding the risk margin associated with naked long options positions

Proprietary accounts held at the Companys clearing broker PAIB Assets are considered allowable

assets in the computation of net capital pursuant to an agreement between the Company and the clearing

broker which requires among other things the clearing broker to perform computation of PAIB

Assets similar to the customer reserve computation set forth in Securities and Exchange Commission

SECRule 5c3-3
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At December31 2011 the Companys regulatory net capital as defined under SEC and CFTC rules

was $90758446 which was $79924280 in excess of the minimumrequired net capital

CASH SEGREGATED UNDER FEDERAL AND OTHER REGULATIONS

Cash of $13651912 is segregated in special reserve bank account held at JP Morgan Chase for the

exclusive benefit of customers under Rule 5c3-3 of the Securities Exchange Act of 1934 and cash of

$161779540 is on deposit in customer segregated fund accounts held at JP Morgan Chase in

accordance with the Commodity Exchange Act Rule 1.20

10 c0MMrrMENT5 CONTINGENCIES AND GUARANTEES

Leases The Company has noncancelable operating lease related to office space with third-party

Additionally there are sublease arrangements with outside parties The lease and subleases expire on

July 31 2014 These lease agreements in addition to base rent are subject to escalation based on certain

costs incurred by the landlord

Minimum future rent and sublease commitments under noncancelable leases at December 31 2011 are

as follows

Lease Sublease

Years Ending Payment Payment

December 31 Outflow Inflows

2012 $11880000 $10567250

2013 11880000 10567250

2014 6930000 6164229

$30690000 $27298729

Litigation Various lawsuits claims and proceedings have been or may be instituted or asserted

against the Company relating to the conduct of its business Management evaluates each contingent

matter separately loss is recorded if probable and reasonably estimable Management establishes

reserves for these contingencies at its best estimate or if no one amount within the range of possible

losses is more probable than any other the Company records an estimated reserve at the low end of the

range of losses

The Company together with other underwriters collectively the Settling Underwriters entered into

Stipulation of Settlement and Release the Stipulation on December 2011 in connection with the

Lehman Brothers Debt/Equity Securities Class Action The total settlement amount is $417 Million In

December 2011 the Company deposited its allocated share of $5769305 into the now fully-funded

escrow account held by underwriters counsel Although the Settling Underwriters may elect to

terminate the Stipulation if class members holding in the aggregate 12% or more of the face amount of

the Lehman securities at issue choose to opt-out of the class settlement on or before the March 22 2012

deadline it is expected that the requisite majority of class members will participate in the settlement

As of December 31 2011 the Company is defendant in civil actions arising out of the underwriting of

securities of various issuers Due to the uncertain outcome of the remaining actions at this time

management is unable to evaluate the likely outcome and any possible loss cannot be estimated
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Guarantees The Company is member of exchanges and clearing houses In the normal course of

business the Company provides guarantees that meet the accounting definition of guarantee under

ASC 460 Guarantees to securities clearinghouses and exchanges These guarantees generally are

required under the standard membership agreements such that members are required to guarantee the

performance of other members Additionally if member becomes unable to satis1 its obligations to

the clearinghouse other members would be required to meet these shortfalls To mitigate these

performance risks the exchanges and clearinghouses often require members to post collateral The

Companys obligations under such guarantees could exceed the collateral amounts posted The

maximum potential liability under these arrangements cannot be quantified however the potential for

the Company to be required to make payments under such guarantees is deemed remote Accordingly

no contingent liability was recorded for these arrangements at December 31 2011

11 DEFERRED COMPENSATION ANI BENEFIT PLANS

The Company is participant in conjunction with other affiliates in defined pension plan sponsored

by Banco Santander New York Branch the Plan Sponsor covering substantially all employees

Benefits are based on years of service and the average compensation during the five highest paid

consecutive calendar years The funding policy is to contribute the annual pension costs accrued but not

less than the Employee Retirement Income Security Act of 1974 minimum and not more than the

maximum amount deductible for tax purposes Allocations of plan costs assets actuarial gains and

elements of plan performance between the affiliates have been determined by an actuary On

October 28 2010 the Plan Sponsor had made the determination to .freeze the defined pension plan

effective December 31 2010

The amount recognized in the statement of fmancial condition is $3758798 representing the

Companys share of pension liability and is included in bonus accrual and other payables to employees

in the statement of fmancial condition The Company also participates with other affiliates in an

employee deferred compensation plan covering substantially all employees which qualifies under

Section 40 1k of the Internal Revenue Code

In 2010 the Ultimate Parent established and approved deferred compensation plan In accordance with

the plan distributions will be made in three equal installments over three year period Deferred

compensation of $3967466 representing current year costs is included in bonus accrual and other

payables to employees in the statement of financial condition at December 31 2011 During the year

2011 the Company paid $3692500 representing amounts recorded through December 31 2010

12 OFF-BALANCE-ShEET RISK AN CONCENTRATION OF CREDIT RISK

In the normal course of business the Companys activities involve executions of various securities and

futures transactions as principal or agent These activities may expose the Company to risk in the event

counterparties are unable to fulfill their contractual obligations The Companys counterparties include

customers and certain related entities generally U.S institutional investors and broker-dealers that are

members of major regulated exchanges

The Company may be exposed to risk of loss not reflected in the statement of financial condition for

securities sold but not yet purchased should the value of such securities rise

The Company records customer securities and futures transactions in conformity with the settlement

cycle of the respective country which is generally one to five business days after trade date The

Company is therefore exposed to off-balance-sheet risk of loss on unsettled transactions in the event

customers and other counterparties are unable to fulfill their contractual obligations
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For transactions in which the Company extends credit to others the Company seeks to control the risks

associated with these activities by requiring the counterparty to maintain margin collateral in compliance

with various regulatory and internal guidelines The Company monitors required margin levels daily

and pursuant to such guidelines requests counterparties to deposit additional collateral or reduce

securities positions when necessary

In the normal course of business the Company enters into foreign currency forward transactions to

hedge securities settlements in various local markets At December 31 2011 the Company had no

commitments to buy or sell foreign currency forwards

13 FAIR VALUE OF F1NANCL4L INSTRUMENTS

Substantially all of the Companys assets and liabilities which qualify as fmancial instruments under

ASC 825 Financial Instruments are carried at fair value or contracted amounts which approximate fair

value Assets which are recorded at contracted amounts approximating fair value consist largely of

short-term receivables including securities borrowed customer receivables and certain other

receivables Similarly the Companys liabilities such as customer payables and certain other payables

are recorded at amounts approximating fair value These instruments generally have variable interest

rates and short-term maturities in many cases overnight and accordingly their fair values are not

materially affected by changes in interest rates

14 SUBSEQUENT EVENTS

The Company has evaluated subsequent events up to and including February 28 2012 which is the date

that this fmancial statement were available to be issued As result of the Companys evaluation the

Company noted no subsequent events that require adjustment to or disclosure in this financial

statement
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February 28 2012

Santander Investment Securities Inc

45 East 53rd Street

New York New York 10022

In planning and performing our audit of the financial statements of Santander Investment Securities Inc

the Company as of and for the year ended December 31 2011 on which we issued our report dated

February 28 2012 and such report expressed an unqualified opinion on those financial statements in

accordance with auditing standards generally accepted in the United States of America we considered the

Companys internal control over financial reporting internal control as basis for designing our

auditing procedures for the purpose of expressing an opinion on the financial statements but not for the

purpose of expressing an opinion on the effectiveness of the Companys internal control Accordingly we
do not express an opinion on the effectiveness of the Companys internal control

Also as required by Rule 7a-5g of the Securities and Exchange Commission the SEC we have

made study of the practices and procedures followed by the Company including consideration of

control activities for safeguarding securities This study included tests of compliance with such practices

and procedures that we considered relevant to the objectives stated in Rule 7a-5g in the following

making the periodic computations of aggregate debits and net capital under Rule 7a-3a 11 and the

reserve required by Rule 5c3-3e including the practices and procedures followed by the Company in

making the periodic computations for proprietary accounts of introducing brokers PAIB making
the quarterly securities examinations counts verifications and comparisons and the recordation of

differences required by Rule 7a- 13 complying with the requirements for prompt payment for

securities under Section of Federal Reserve Regulation of the Board of Governors of the Federal

Reserve System and obtaining and maintaining physical possession or control of all fully paid and

excess margin securities of customers as required by Rule 5c3-3

In addition as required by Regulation 1.16 of the Commodity Futures Trading Commission CFTC we
have made study of the practices and procedures followed by the Company including consideration of

control activities for safeguarding customer and firm assets This study included tests of such practices

and procedures that we considered relevant to the objectives stated in Regulation 1.16 in the following

making the periodic computations of minimumfinancial requirements pursuant to Regulation 1.17

making the daily computations of the segregation requirements of Section 4da2 of the Commodity

Exchange Act and the regulations thereunder and the segregation of funds based on such computations

and making the daily computations of the foreign futures and foreign options secured amount

requirements pursuant to Regulation 30.7 of the CFTC

The management of the Company is responsible for establishing and maintaining internal control and the

practices and procedures referred to in the preceding paragraphs In fulfilling this responsibility estimates

and judgments by management are required to assess the expected benefits and related costs of controls

and of the practices and procedures referred to in the preceding paragraphs and to assess whether those

practices and procedures can be expected to achieve the SECs and the CFTCs above-mentioned

objectives Two of the objectives of internal control and the practices and procedures are to provide

Member of

Deloitte Touche Tohmatsu Limited



management with reasonable but not absolute assurance that assets for which the Company has

responsibility are safeguarded against loss from unauthorized use or disposition and that transactions are

executed in accordance with managements authorization and recorded properly to permit preparation of

financial statements in conformity with generally accepted accounting principles Rule 7a-5g and

Regulation 16d2 lists additional objectives of the practices and procedures listed in the preceding

paragraphs

Because of inherent limitations in internal control and the practices and procedures referred to above

error or fraud may occur and not be detected Also projection of any evaluation of them to future periods

is subject to the risk that they may become inadequate because of changes in conditions or that the

effectiveness of their design and operation may deteriorate

deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to prevent or

detect and correct misstatements on timely basis signIcant deficiency is deficiency or

combination of deficiencies in internal control that is less severe than material weakness yet important

enough to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that there is

reasonable possibility that material misstatement of the entitys financial statements will not be

prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first second and third

paragraphs and would not necessarily identify all deficiencies in internal control that might be material

weaknesses We did not identify any deficiencies in internal control and control activities for

safeguarding securities and certain regulated commodity customer and firm assets that we consider to be

material weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in the second and

third paragraphs of this report are considered by the SEC and CFTC to be adequate for its purposes in

accordance with the Securities Exchange Act of 1934 the Commodity Exchange Act and related

regulations and that practices and procedures that do not accomplish such objectives in all material

respects indicate material inadequacy for such purposes Based on this understanding and on our study

we believe that the Companys practices and procedures as described in the second and third paragraphs

of this report were adequate at December 31 2011 to meet the SECs and CFTCs objectives

This report is intended solely for the information and use of the Board of Directors management the

SEC the CFTC Financial Industry Regulatory Authority Inc and other regulatory agencies that rely on

Rule 7a-5g under the Securities Exchange Act of 1934 or Regulation 1.16 of the CFTC in their

regulation of registered broker-dealers and futures commission merchants and is not intended to be and

should not be used by anyone other than these specified parties

Yours truly

t- c.


